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TAX NEWS

LOUISE A. SALLMANN, C.P.A.
Oakland Chapter

As suddenly as fads are given life so they
die or wither away. Since in the October edi
tion of this publication the label “fad” was
affixed to the Investment Club, it follows that
some attention should be given to the tax
ramifications of changes in membership of a
club or complete dissolution thereof.
Since almost all investment clubs have taken
the shape and form of a partnership, first con
sideration should be given to changes in mem
bership and the resulting effect upon the club.
State laws regarding the effect of changes in
membership do not govern the effect of fed
eral income tax treatment. The Federal Gov
ernment considers a partnership terminated
when no part of the partnership activities
continue. It is also considered as terminated
if within a twelve-month period there is a
sale or exchange of 50% or more of the total
interest in partnership capital and profits. If
some percentage less than 50% is sold and
resold as between a new buyer of this per
centage and a third party within the specified
period of time the partnership would remain
in existence. However, if two parties within
the original partnership structure would sell
outside of the partnership structure, the part
nership would be considered terminated should
this occur within a twelve-month period.
What effect does such a termination of in
terest have upon the individual member? If
the member receives both money and stock
or securities in liquidation of his interest, only
the money he receives is taken into account to
determine his gain. The stock or securities
take as their basis the difference between the
member’s basis of his liquidated interest and
the amount of money he receives on liquida
tion. Had the club been taxed as a corpora
tion rather than a partnership any distribution
of stocks or securities to shareholders would
have to be valued at fair market in order to
determine the gain.
No special returns are required to be filed
by a liquidating investment club which is
taxed as a partnership. Of course the regular
Form 1065 will have to be filed for any tax
able year or portion thereof.
The question may arise in preparing the
Form 1065, currently or finally, as to what
items are considered deductible to an Invest
ment Club. An Investment Club may deduct
any of the items normally classified as busi-

ness or income-producing expenses which are
paid out of its own income in order to con
duct its ordinary course of business. These
items generally would include postage, sta
tionery, telephone, office space, investment
counselling fees, safe deposit rental, etc. State
income and personal property taxes would
also be considered legitimate deductions.
On the other hand State stamp taxes on
transfers (in Florida, New York, South Caro
lina and Texas) are direct costs of selling
stocks, but for Federal Income Tax purposes
may be deducted from ordinary income.
In any event, it occurs to the writer that
in the formation of an Investment Club or
the termination thereof sound tax advice
should be solicited and the cost thereof is
deductible.

DEPRECIATION?
What is depreciation? Per Accounting Re
search Bulletin No. 22 (Special) dated May,
1944, “Depreciation accounting is a system of
accounting which aims to distribute the cost
or other basic value of tangible capital assets,
less salvage (if any), over the estimated useful
life of the unit—in a systematic and rational
manner. It is a process of allocation, not of
valuation.”
No accounting publication appears to be
complete these days without an exposition ad
vocating some form of detour from a simple
write off of actual dollars expended—in an
effort to recognize the shrinking purchasing
power of the dollar.
This is not a pro or con on that score.
This is a plea, in the interest of a common
understanding by all of us of what we are
talking about, to label depreciation as defined
by the major voice of the accounting profes
sion as just that.
Any excess over actual depreciation should
be labeled for what it is—using terminology
that fully and properly discloses the facts. If
that excess is an additional amount calculated
to be necessary to replace the asset—say so.
If the excess is the difference between histori
cal cost and historical cost restated in current
dollars—say so. This simple adherence to a
nicety of terminology will do much to clear
up confusion surrounding the depreciation
issue.
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